AUDITOR’S REPORT OF THE AUDITOR-GENERAL TO THE WESTERN CAPE 

PROVINCIAL LEGISLATURE AND THE COUNCIL ON BREEDE VALLEY MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of the Breede Valley Municipality, 
which comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes in net assets and cash flow statement for the 
year then ended, and a summary of significant accounting policies and other explanatory 
information, as set out on pages 6 to 62. 

Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Local 
Government; Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 

2003) (MFMA) and the Division of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) 
(DoRA). This responsibility includes: designing, implementing and maintaining internal 
control relevant to the preparation and fair presentation of financial statements that are free 
from material misstatement, whether due to fraud or error; selecting and applying 
appropriate accounting policies; and making accounting estimates that are reasonable in 
the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 (Act 
No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 

2004) (PAA), my responsibility is to express an opinion on these financial statements based 
on my audit. 

4. I conducted my audit in accordance with International Standards on Auditing and General 
Notice 1570 of 2009 issued in Government Gazette 32758 of 27 November 2009. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
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circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as 
well as evaluating the overall presentation of the financial statements. 

6. Paragraph 11 ef seq. of the Standard of Generally Recognised Accounting Practice, GRAP 
1, Presentation of Financial Statements requires that financial reporting by entities shall 
provide information on whether resources were obtained and used in accordance with the 
legally adopted budget. As the budget reporting standard is not effective for this financial 
year, ! have determined that my audit of any disclosures made by the Breede Valley 
Municipality in this respect will be limited to reporting on non-compliance with this 
disclosure requirement. 

7. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my audit opinion. 

Opinion 

8. In my opinion, the financial statements present fairly, in all material respects, the financial 
position of the Breede Valley Municipality as at 30 June 2010, its financial performance and 
its cash flows for the year then ended in accordance with SA Standards of GRAP and in the 
manner required by the MFMA and DoRA. 

Emphasis of matters 

9. I draw attention to the matters below. My opinion is not modified in respect of these 
matters: 

Contingent liabilities 

10. With reference to note 41 to the financial statements, the municipality is a defendant in one 
lawsuit, 84 public liability claims and 14 claims for damages. The ultimate outcome of the 
matters cannot presently be determined, and no provision has been made for any liability 
that may result. 

Restatement of corresponding figures 

11. As disclosed in note 43 to the financial statements, the corresponding figures for 30 June 
2009 have been restated as a result of errors discovered during 2009-10 in the financial 
statements of the Breede Valley Municipality at, and for the year ended 30 June 2009. 

Material losses 

12. As disclosed in Appendix E to the financial statements the municipality suffered significant 
water losses of 4 358 076 Ki (30.4%) with a value of R16,156 million, as well as electricity 
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losses of 33 097 993 kWh (10.4%) with a value of R1 6,785 million, during the year under 
review. 

Additional matter 

13. I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited suppiementary schedules 

14. The suppiementary information set out on pages 63 to 83 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules 
and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

15. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette 32758 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the following key laws and regulations: MFMA, 
DoRA, Local Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 
2000) (MSA), Municipal Structures Act of South Africa, 1998 (Act No. 117 of 1998), and 
financial management (internal control). 

Predetermined objectives 

16. Material findings on the report on predetermined objectives, as set out on pages ... to ..., 
are reported below: 

Non-compliance with regulatory reporting requirements 

Municipal Finance Management Act, 2003 (Act No 56 of 2003) (MFMA) 

No mid-year budget and performance assessments 

17. The accounting officer of the Breede Valley Municipality did not assess the performance of 
the municipality during the first half of the financial year, taking into account the 
municipality's service delivery performance and the service delivery targets and 
performance indicators set in the service delivery and budget implementation plan, as 
required by section 72 of the MFMA. The report to be submitted to National Treasury as a 
result of this review could, therefore, also not be submitted. 

The mayor did not adhere to his legislative responsibilities 

18. The service delivery business implementation plan was not approved by the mayor within 
28 days after the approval of the budget, as required by the MFMA in section 53(1)(c)(ii). 
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No performance report 

19. Contrary to section 46 of the MSA and section 121(2)(b) of the MFMA the municipality did 
not prepare an annual performance report for 2008-09. The report for 2009-10 does not 
include an evaluation of the performance of service providers, a comparison with the 
targets set for the previous financial year or measures taken to improve performance, as 
required by section 46 of the MSA. 

Budget detail 

20. A detailed schedule indicating the measurable performance objectives for revenue from 
each source and for each vote in the budget, as stipulated in section 1 7(3)(b) of the MFMA, 
was not presented with the budget to council when the budget was tabled. 

Municipal Systems Act, 2000 (Act No. 32 of 2000} (MSA) 

Inadequate content of integrated deveiopment pian 

21. The integrated development plan (IDP) of the municipality did not include all of the Key 
performance indicators (KPI's) and performance targets, as required by sections 26(a) to 
(h) of the MSA. 

Compliance with laws and regulations 

Municipal Finance Management Act, 2003 (Act No 56 of 2003) (MFMA) 

The financial statements were not prepared in accordance with applicable legislation 

22. Contrary to the requirements set out in section 122 of the MFMA. the municipality did not 
prepare financial statements that fairly present the state of affairs of the municipality, its 
performance against its budget, its management of revenue, expenditure, assets and 
liabilities, its business activities, Its financial results, and its financial position as at the end 
of the financial year as the financial statements produced for audit were subject to material 
corrections during the audit process. 

Expenditure was Incurred otherwise than in accordance with sections 1 5 and 1 1 (3) of the 

MFMA resulting in unauthorised expenditure 

23. Contrary to the requirements set out in section 15 of the MFMA, expenditure was not 
incurred in accordance with the approved budget of the municipality and exceeded the 
limits of the amounts appropriated for the different votes in the approved budget of the 
municipality. As disclosed in note 50 to the financial statements, unauthorised expenditure 
to the value of R7,337 million was incurred due to the actual expenditure exceeding the 
approved budget. 
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Procurement and contract management 

24. As disclosed in note 50 to the financial statements, irregular expenditure to the amount of 
R 11,7 million was incurred, as proper procurement processes had not been followed. 

25. Contrary to section 36 of the Municipal Supply Chain Management Regulations of 30 May 
2005 (SCM Regulations) the list of deviations disclosed in the financial statements and 
submitted to Council was incomplete as not all deviations were included in the lists. 

Audit Committee 

26. The audit committee was not effective during the year under review as no meetings were 
held and it, therefore, could not meet its responsibilities, as required by section 166(2) of 
the MFMA. 

Internal audit 

27. Contrary to section 1 65(2)(b) of the MFMA the internal audit did not report to the accounting 
officer and the audit committee on matters relating to internal controls, accounting practices 
and procedures, risk and risk management, loss control, compliance with legislation and 
performance management. 

Late submission of financial statements and report on predetermined objectives 

28. The Breeds Valley Municipality only submitted its financial statements and its report on 
predetermined objectives for auditing on 10 September 2010 and 27 September 2010, 
respectively, and not on 31 August, as required by the MFMA and General Notice 1570 of 
2009, issued in Government Gazette No. 32758 of 27 November 2009. The reason for the 
late submission was that management did not take action to address the risks relating to 
the achievement of timely financial and performance reporting. 

INTERNAL CONTROL 

29. I considered internal control relevant to my audit of the financial statements and the report 
on predetermined objectives as well as compliance with the relevant laws and regulations, 
but not for the purpose of expressing an opinion on the effectiveness of internal control. 

30. The matters reported below are limited to the significant deficiencies regarding the findings 
on the report on predetermined objectives and the findings on compliance with laws and 
regulations. 

Leadership 

31 . The oversight responsibility over compliance with laws and regulations does not receive the 
necessary attention. 
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Financial and performance management 

32. Pertinent information is not identified and captured in a form and time frame to support 
financial and performance reporting. As a result the budgeting for certain votes was 
inadequate to account for the actual expenditure to be incurred on those votes and 
unauthorised expenditure was incurred. 

33. The financial statements and performance information were subject to material 
amendments resulting from the audit. This was partially due to the financial statements and 
other information to be included in the annual report not being reviewed for completeness 
and accuracy prior to submission for audit. 

34. Manual or automated controls are not designed to ensure that all deviations from SCM 
processes are completely and accurately accounted for and processed to ensure that the 
list of deviations are complete and to ensure that ail irregular expenses are identified and 
disclosed as such. 

35. In addition irregular expenditure was not prevented before occurrence or detected and 
disclosed as necessary after occurrence. This is due to the systems and processes in place 
not being robust enough to inform management of the deviations and implications thereof. 

Governance 

36. The potential for material misstatement and/or losses due to fraud is not considered or 
addressed by the municipality, nor are plans and processes in place and fully 
communicated to, and understood by, all employees to ensure that possible occurrences of 
fraud are identified, reported and investigated. As a result instances of non-compiiance to 
the supply chain management regulations occurred. 

37. The required processes to ensure a fully capacitated audit committee did not materialise 
and as a result it could not effectively and efficiently fulfil its functions during the year under 
review. 

OTHER REPORTS 

Investigation in progress 

38. An investigation is being conducted into the misappropriation of funds by an employee. The 
employee has resigned after admitting guilt, and has approved the payment of his pension 
fund to the municipality as part payment for the funds misappropriated. The matter was 
reported to SAPS and was still ongoing at the reporting date. 
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Investigations completed during the year under review 

39. Irregular expenditure was incurred for the past three years in relation to a contract entered 
into with a supplier. An investigation was conducted into this matter and the applicable 
official dismissed. He has appealed his dismissal. This application is still in progress. 


Cape Town 
9 December 2010 



AUDITOR-GENERAL 
SOUTH AFRICA 

Auditing to build public confidence 
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